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rth of commodity and tr for the ad valorem rate of tax on it,
it can be proved that, in the conditions supposed, production
will be cut down in the same proportion for all commodities
purchased by the public when the rates of tax are such that
tr
1     1 has the same value for all values of r.   That is to say,
€r     r\r
the rate of tax on any commodity must be larger, the less
elastic in respect of pre-tax output is the demand for it, and
the less elastic, if positive, or more elastic, if negative, is the
supply of it. If the elasticities of all the supplies are infinite,
i.e. if all commodities are produced in conditions of constant
return, the rates of tax on them must be inversely propor-
tionate to their elasticities of demand. If there is any com-
modity for which either the demand or the supply is absolutely
inelastic, the formula implies that the rate of tax imposed on
every other commodity must be nil, i.e. that the whole of
the revenue wanted must be raised on that commodity. In
spite of the fact that ^ for some values of r may be negative
(i.e. conform to increasing returns), the formula cannot warrant
any bounties, other than those described in the last chapter,
because it is a condition of stable equilibrium that, when e,
is negative, |	• must be positive.1
§ 11. On the assumption that the several commodities have
independent demands but are complete substitutes on the
side of supply, e.g. if they are all produced at constant returns
by one kind of labour only or by packets of constant corn-
that it is in general positive, I define elasticity as (small) proportionate
increase of quantity divided by (small) associated proportionate increase in
price, so that my elasticity is in general negative. Thus in place of his p I
have to write, not 17, but -17. Strictly this should entail that, when he writes
" the more elastic is the demand " I should write " the more elastic (numeri-
cally) is the demand " ; but I shall not trouble to do this except where there
is real scope for misunderstanding. Ramsey and I both define elasticity of
• supply as (small) proportionate increase of quantity divided by small pro-
portionate increase in price. Since e may be either positive or negative,
we have'both, therefore, strictly to say "the larger (numerically) is the
elasticity of supply if positive or the smaller if negative ", or alternatively
" the less sharply supply obeys the law of decreasing or the more sharply it
obeys the law of increasing returns ".
1 Cf. Ramsey loc. tit. For this value to be negative implies that the
demand curve lies below the supply curve to the left of their point of inter-
section, in which case the equilibrium is unstable.

